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ABSTRACT 

This paper investigates the legal governance landscape in the Batam Free Trade Zone (FTZ-Batam) in 

Indonesia, highlighting key opportunities for improvement. The study uses a qualitative research method that 

describes how governance has changed, points out conflicting regulations, and shows problems caused by 

divided administration. The proposed framework aims to encourage increased integration and harmonization 

of regulations across various government institutions and sectors. This examination is crucial, not only for 

policymakers involved in the management of Free Trade Zones (FTZ), but also for stakeholders investing in 

the broader implications of free trade zones on local and national economic growth. The Batam Free Trade 

Zone (FTZ-Batam) is one of the strategic economic zones that plays an important role in the development of 

foreign investment in Indonesia, serving as a longstanding pillar for both regional and national economic 

growth. In this context, this paper aims to look closely at the legal rules that apply in the area, especially 

focusing on Government Regulation (PP) No. 4 of 2025, signed on January 22, 2025, which is the third update 

to Government Regulation No. 46/2007 about the Free Trade Zone and Free Port of Batam Island. In addition, 

this paper also analyzes how historical legal and regulatory developments have influenced governance 

dynamics in the Batam Free Trade Zone. This discussion will explore the relationship between institutional 

and administrative aspects that have undergone significant shifts in efforts to support investment processes 

and economic growth. The final result of this research recommends the need for enhanced synergy between 

central and regional authorities as well as the active role of stakeholders in addressing institutional issues that 

arise along with the development of the Free Trade Zone and Free Port Area. 

Keywords: Batam Free Trade Zone; Government Regulation Number 4 of 2025; Government Regulation No. 

46/2007; Legal Governance and Policy Implementation. 

INTRODUCTION 

History of the Batam Free Trade Zone 

The history of Free Trade Zone and Free Port Area began when it was initially established in 1970 as a free 

trade zone and free port in Batam with the aim of accelerating economic growth and attracting foreign 

investment to Indonesia. The change of  Free Trade Zone and Free Port Area to Integrated Economic 

Development Zone (IEDZ) in 1996 shows a legal adjustment to the changing global economy[[1]] and the 

need to update regulations. 

The Batam Free Trade Zone (FTZ-Batam) is an important part of Indonesia's economic growth, created to 

boost the economy by attracting foreign investment and developing industries.[[2]] This change shows how 

Indonesia's economic strategy has moved from focusing on making products for the local market to promoting 

exports. This shift has catalyzed changes in the governance framework, revealing a lack of cross-regulatory 

synchronization and presenting critical challenges to coherent legal governance. 
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As interpreted, this change enhances the focus on broader economic integration and enables the 

implementation of more adaptive policies in facing new challenges, such as globalization and information 

technology. The theory of legal change indicates that the legal system adapts through a process of continuous 

adjustment, leading to regulations that can better support sustainable development.[[3]] The development of 

legal governance in this situation shows how ideas have progressed within a larger legal system,[[4]] aiming 

to meet the changing needs of society and how past decisions affect today's policies and laws because of 

changes in regulations caused by globalization and the growing movement of money both at home and abroad. 

Looking at how the FTZ-Batam legal framework has been developed, we can see that Government Regulation 

(PP) Number 4 of 2025 is designed to boost foreign direct investment by creating a more stable set of rules. 

However, despite the intent of the government regulation, the lack of effective implementation and monitoring 

mechanisms could lead to inconsistent application across sectors and government agencies. Previous historical 

trends have explained how the evolution of the legal structure within the FTZ-Batam has not kept pace with 

the dynamic requirements of the rapidly changing global economy. 

The current legal framework 

The legal framework governing the Batam Free Trade Zone (FTZ-Batam) illustrates Indonesia's dual 

regulatory regime, which combines centralized national legislation with locally tailored regulatory incentives. 

National laws, trade regulations, and local regulations provide the necessary regulatory control to maintain 

order and compliance while also creating economic incentives that stimulate private sector involvement in the 

area.[[5]] 

There are several national laws, trade regulations, and local ordinances that form the legal framework 

governing the Batam Free Trade Zone. With the use of these instruments, a dual regulatory regime combines 

a nationally driven, centralized legal framework with locally designed regional economic incentives. This 

duality is designed to ensure that the enforcement of national standards runs in parallel with the flexibility 

needed for innovative regional development. On one hand, Indonesian national laws and trade regulations 

provide a comprehensive legal infrastructure that maintains order, security, and compliance. Such a framework 

is crucial to ensure that free trade activities operate under uniform standards that promote stability, reduce 

legal uncertainty, and protect national economic interests.[[6]] On the other hand, decentralization reforms 

have significantly empowered local governments, leading to increased administrative capacity and fiscal 

independence. This increase in capacity enables local authorities to design tailored measures to meet specific 

socio-economic needs and encourage private sector participation, thereby translating into economic incentives 

that drive targeted growth in the region.[[7]] The book "The Law and Policy of the World Trade Organization" 

discusses the importance of striking a balance between trade liberalization and institutional and procedural 

rules when determining regulations. The Indonesian government can adopt trade policies that align with the 

legal norms of the WTO.[[8]] 

Regulations of Legal Governance in Batam 

The Batam Free Trade Zone (FTZ-Batam), established to enhance economic development and attract foreign 

investment, operates under a comprehensive regulatory framework aimed at promoting trade and fostering a 

conducive business environment. Since its establishment in the early 1970s as a Free Trade Zone (FTZ) and 

undergoing a conceptual transformation in 1996, before being standardized through policies in the early 2000s, 

the Batam Free Trade Zone has shown that a decentralized approach and regional participation in decision-

making can drive regional economic growth.[[9]] However, legal uncertainty often becomes an obstacle for 

investors, especially amidst the institutional dualism between the Batam City Government and the Batam Free 

Trade Zone Authority.[[10]] This results in a loss of potential economic growth that should be achievable 

through more stable investments. A study indicates that one of the major challenges faced in Free Trade Zone 

and Free Port Area is the inconsistency and complexity of existing regulations, which sometimes exceed the 

understanding capacity of business actors.[[11]] 
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The recent enactment of Government Regulation (PP) Number 4 of 2025, which amends Government 

Regulation No. 46/2007, has become the focal point of analysis in this research. This regulation not only 

reaffirms the importance of a robust framework but also integrates the latest administrative, fiscal, and 

operational guidelines in line with current economic developments. Grasping what this change means is 

important for assessing how well legal governance works in FTZ-Batam, suggesting ways to improve policy 

execution, and fostering cooperation between different sectors in the Free Trade Zone and Free Port Area.  

The Government Regulation (PP) signed in Jakarta on January 22, 2025, is the third amendment to 

Government Regulation (PP) No. 46 of 2007 concerning the Free Trade Zone and Free Port of Batam Island. 

The third update to PP No. 46 of 2007 continues efforts to improve investment benefits, strengthen monitoring 

systems, and adjust to the needs of the digital age and global economy, which earlier set the rules for free trade 

zones to make Batam a key place for trade and investment.[[12]] This change reflects dynamic policies 

continuously developed to address new challenges in globalization, enhancing the free trade area's 

competitiveness as an economic growth and foreign investment center.[[13]] 

Legal governance in the FTZ-Batam is very complicated, involving changes in rules that focus on improving 

standards and using information technology to help manage the region. The development of e-Government in 

the Batam area has been identified as one of the key factors contributing to transparency and administrative 

efficiency in the region. The use of big data and modern information systems in managing the free trade zone 

allows the government to conduct real-time monitoring, enhance coordination between various levels of 

government, and ensure that the implemented policies meet global standards.[[14]] This step aligns with the 

government's efforts to refine the regulatory framework to attract more foreign investment, optimize import-

export activities, and integrate the Batam area into the international trade network. 

Recent studies indicate that the legal governance conditions in the Batam Free Trade Zone (FTZ-Batam) face 

challenges in implementation and supervision.[[15]] This difficulty is due to fragmentation among regulatory 

agencies, which leads to various issues, ranging from overlapping authorities and coordination gaps to 

complex and inconsistent administrative procedures from different regulatory bodies controlling the FTZ-

Batam. 

RESEARCH METHOD 

Research methods are a way of thinking to achieve the goals of the research itself; research cannot be 

formulated, its answers found, its problems solved, or analyzed without using research methods.[[16]] The 

type of legal research used by the author in this study is normative juridical research (doctrinal legal research), 

which is a type of legal research conducted by examining library materials or using secondary data as legal 

materials, [[17]] aimed at addressing current legal issues or problems [[18]] by analyzing the relationships 

between regulations, explaining areas of difficulty, and predicting future developments. [[19]] Doctrinal 

research may be the most common research approach in legal studies. In legal studies, doctrinal research may 

be the most popular research methodology. Prof. S.N. Jain defines methodology as 'the analysis of legal cases, 

the arrangement and systematization of legal arguments, and the study of legal institutions through legal 

reasoning or rational deduction.' [[20]] By focusing on primary legal sources such as laws, government and 

regional regulations, and legal doctrines, as well and a series of systematic literature reviews, the researchers 

have identified research gaps by adjusting results in specific areas through the assessment, mapping, and 

analysis of the literature [[21]]. The doctrinal method used here seeks to show the current state of legal 

management in the Batam Free Trade Zone and to point out future research areas regarding the challenges and 

opportunities that have come up since Government Regulation (PP) Number 4 of 2025 was issued. The way 

we use and study legal rules to create and understand legal 'doctrine' can be a useful guide for legal research 

on FTZ policies and for academic work on standard legal analysis, making sure that the results are based on 

real-world and theoretical legal ideas. Methodology related to the use and analysis of legal regulations in 

formulating and interpreting legal 'doctrine' [[22]] can serve as a potential reference for legal research on FTZ 

policies and academic literature on normative legal analysis, ensuring that the findings are firmly anchored in 

practical and theoretical legal paradigms. 
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RESULTS AND DISCUSSION 

Legal Analysis of Batam Government 

The Batam Free Trade Zone (FTZ) is one of the strategic economic areas in Indonesia, playing an important 

role in attracting foreign investment and driving regional economic growth. In the context of globalization and 

increasingly tight economic competition, the effectiveness of legal governance in this area becomes crucial to 

ensure the sustainability of free trade facilities and guarantee the fair implementation of regulations as well as 

effective oversight. 

The analysis of the current legal governance conditions in the Batam Free Trade Zone (FTZ-Batam) reveals a 

complex landscape, where structural and institutional challenges limit effective governance, thereby creating 

opportunities for future improvements. This analysis is structured into several sections that cover the historical 

context, current legal framework, administrative practices, law enforcement challenges, stakeholder influence, 

comparative studies, and recommendations for improvement. 

Regulatory Instruments and Legal Provisions 

The legal framework governing FTZ-Batam includes various national laws, trade regulations, and regional 

regulations. The intention of these instruments is to establish a dual regime that accommodates incentives for 

economic activities and the necessary regulatory oversight. This regime facilitates investment by providing 

tax incentives and simplified legal procedures while also addressing potential issues related to regulatory 

coherence and governance transparency.[[23]] 

The legal governance framework in the Batam Free Trade Zone (BFTZ) illustrates the complex interaction 

between centralized national regulations and decentralized regional governance structures. As with 

decentralized governance, local governments in Indonesia are given significant authority to design and 

implement policies that align with local economic conditions and development goals. In the case of FTZ-

Batam, local governments have implemented strategies to boost investment and trade, fostering a more 

competitive economic landscape.[[24]] Nevertheless, regional autonomy does not occur in isolation; regional 

autonomy must align with national laws and policies. For example, the principles of the national constitution, 

which originate from Pancasila and the 1945 Constitution, impose certain limitations and frameworks on 

regional governance, ensuring that regional decisions remain consistent with national interests.[[25]] 

Conflict and Policy Ambiguity 

An important aspect of the current legal framework is the ambiguity of policies with conflicting objectives. 

On one hand, the policies aim to maintain a favorable investment climate by streamlining processes and 

reducing bureaucratic oversight. On the other hand, these policies may lack the necessary provisions for 

environmental protection, labor rights, and comprehensive law enforcement. This inconsistency poses 

challenges in the uniform and consistent application of the law. 

Additionally, there are several examples where regional management strategies in FTZ-Batam face challenges 

due to inconsistencies with national regulations. This dual governance model creates tension when regional 

initiatives fail to comply with the comprehensive national legal framework, particularly regarding issues such 

as customs enforcement, taxation, and trade regulations. The need for cohesion between national rules and 

local practices is crucial to prevent confusion and ensure effective governance within the FTZ-Batam. 

In short, decentralization policies in Indonesia have empowered local governments, leading to innovation and 

responsiveness in managing free trade zones like Batam, but they have also revealed potential conflicts with 

the centralized regulatory framework. To enhance the effectiveness of the FTZ-Batam, regional and national 

authorities must build a cooperative dialogue that aligns regional initiatives with national policies.  
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The governance challenges in the Border Free Trade Zone (FTZ-Batam) stem from a dual framework, where 

local innovations in customs enforcement, taxation, and trade regulations can clash with centralized policies. 

This misalignment often leads to ineffective policy enforcement, particularly in local tax administration, as 

demonstrated by a study on the dual management model of national and local tax authorities.[[26]] Local tax 

authorities require adequate autonomy and political legitimacy to effectively enforce regional 

regulations.[[27]] These tensions can be exacerbated when local jurisdictions, empowered by decentralization 

policies, implement initiatives that deviate from national standards, potentially undermining legal 

cohesion.[[28]] The misalignment between national trade policies and local port management illustrates this 

challenge, as differences can hinder investment and disrupt efficient trade flows, thereby benefiting competing 

ports.[[29]] Therefore, building a sustainable cooperative dialogue is crucial for effectively managing free 

trade zones like Batam.[[30]]  By bridging the gap between decentralized economic initiatives and centralized 

legal mandates, policymakers can reduce the risks associated with regulatory fragmentation, leading to more 

effective and equitable governance across the country. 

Regulatory Framework Governing the Batam Free Trade Zone 

In examining the regulatory framework governing the Batam Free Trade Zone, it is necessary to depict the 

interaction between centralized national regulations and decentralized regional governance structures. The 

decentralization process in Indonesia has granted local governments the flexibility to manage free trade zones, 

but this autonomy sometimes leads to conflicts with the broader national legal framework. Different 

interpretations of regulations have influenced administrative practices, often leading to inconsistent 

enforcement and policy implementation. Scholars believe that this system allows for new ideas and local 

responsibility while making sure that economic policies follow the law, as required by the 1945 

Constitution,[[31]] and that laws made by the Indonesian government must follow the basic rules of the 1945 

Constitution, as Hans Kelsen pointed out in his important book, "General Theory of Law & State," where he 

said that every law should focus on these basic rules.[[32]] 

This study highlights the need to make sure that local practices match national laws to achieve consistent 

policy results, meaning that every policy or decision in the Batam Free Trade Zone should be checked against 

constitutional standards to ensure they follow the rules of good governance and support local decision-

making.[[33]] The requirement for constitutional conformity ensures that the regional regulatory framework 

remains flexible yet strong enough to stimulate economic growth while maintaining legal order. 

The initial regulations established basic principles for the Batam Industrial Zone, addressing aspects such as 

administrative regulations, tax policies, and operational guidelines. Amendments have often been introduced 

in response to the continuously evolving economic context and global trade practices, reflecting the need for 

adaptive governance. Government Regulation (PP) Number 4 of 2025, which stems from a series of 

government regulatory amendments, represents a significant step forward in the legal governance of the Batam 

Free Trade Zone. These changes introduce significant updates to the existing regulations regarding the 

administration and operational functions of the Batam Bonded Zone. Among the amended provisions are 

revisions to fiscal policies that provide incentives for foreign investment, updated operational guidelines 

intended to streamline administrative processes, and measures aimed at enhancing competitiveness through 

innovation and technology. In the case of Batam, the reconfiguration of its free trade zone regulatory 

environment reflects ongoing negotiations between local interests and national economic imperatives. Experts 

emphasize that this interaction is crucial: local innovations in regulatory design must align with national 

constitutional standards to ensure sustainable economic development and legal stability.[[34]] 

Inconsistency of Regulations 

The regulatory inconsistencies observed in the Batam Free Trade Zone (FTZ) primarily arise from overlapping 

jurisdictions between national, regional, and local authorities. Various regulations announced by different 

agencies between the Batam city government and the Batam KFT Authority create a system where regulatory 

responsibilities are not clearly defined.[[35]] 
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The use of ambiguous legal language exacerbates the inconsistency by leading to various interpretations 

among stakeholders and thereby increasing confusion over compliance obligations. Unclear language and 

overlapping rules can weaken the effectiveness of laws meant to help trade and investment in Free trade 

Zone.[[36]]  Xue, N.,[[37]] study on how decisions are made in Hainan shows that unclear language can 

greatly impact how well the legal system works together and how efficiently financial activities are carried 

out. 

Fixing this regulatory confusion might need major changes in how different authorities share their 

responsibilities, and clearer laws could help solve the existing problems.[[38]] As stated by Wang and Cai, the 

consolidation of policy instruments and the enhancement of the rule of law are important steps towards the 

establishment of a more coherent governance framework in free trade zones.[[39]] These measures may 

include clarifying the scope of authority, minimizing the duplication of administrative functions, and revising 

legal texts to eliminate ambiguities, thereby creating a more structured environment to meet policy objectives 

and investor expectations. This restructuring aims not only to reduce regulatory clashes but also to enhance 

clarity, consistency, and overall governance efficiency within the Batam Industrial Zone. 

Administrative Fragmentation 

In the context of the Batam Free Trade Zone, administrative fragmentation is a significant challenge that arises 

from the division and lack of coordination among government agencies. The existence of many agencies with 

their roles and responsibilities often results in an isolated bureaucratic structure, which ultimately hinders 

synergy in the formulation and enforcement of regulations. Such fragmentation not only results in delays in 

decision-making but also increases compliance costs and creates uncertainty in the business 

environment.[[40]] In addition, issues related to differences in bureaucratic standards and the lack of synergy 

in information systems between agencies further exacerbate this problem.[[41]] 

In addressing administrative fragmentation, this study emphasizes the necessity of an integrated governance 

model, which is crucial for tackling the critical challenges of administrative fragmentation in free trade 

areas,[[42]] such as the Batam Free Trade Area. 

Best practices from other international free trade zones can serve as benchmarks to assess the feasibility of a 

more consolidated governance approach. In the case of the Hainan Free Trade Port in China, policy reforms 

have centralized the decision-making process, enabling a high level of autonomy and administrative 

coherence.[[43]]  A central group has been set up to organize the rules and combine different government 

tasks,[[44]] which will help introduce changes to policies easier and cut down on red tape.[[45]] The joint 

efforts toward administrative coherence will contribute to a stable regulatory environment and enhance the 

overall competitiveness of the Batam Free Trade Zone. 

Theoretical Framework to Analyze Batam Free Trade Zone Legal Governance Factors 

Theoretical framework for research on the Batam Free Trade Zone 

In examining legal governance within the Batam Free Trade Zone (KPB), it is essential to establish a thorough 

theoretical framework to underpin the formulation of hypotheses and research models. The theoretical 

framework should include historical dimensions, collaborative governance strategies, the influence of 

information technology, and the institutional factors that underpin area management. The historical 

transformation of the Batam area has undergone multiple phases, beginning with its establishment as a Free 

Trade Zone and Free Port in 1970, followed by its reconfiguration as an Integrated Economic Development 

Zone (KAPET) in 1996, and culminating in its current status as a Free Trade Zone that fosters economic 

growth through local government involvement after decentralization.[[46]] The evidence indicates that 

collaborative governance is enhanced by mutual influence and shared legal norms between public and private 

stakeholders, which is crucial for effective governance in this context.[[47]] Digital advancements are 

essential, as IT systems and big data management platforms enable cross-departmental information exchange, 
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thus enhancing the efficient management of Free Trade Zones.[[48]] The system of rules, which includes 

updated local laws and shared responsibilities between agencies, helps improve how administration works at 

various levels of government. The 'theory of collaborative governance' provides a perspective on the 

interaction between government and community in regional management within an evolving theoretical 

framework. This approach in Batam matches results from research in other parts of Indonesia, showing that 

working together among different groups improves legal governance and draws in investment.[[49]] The 

collaborative model shown in the Barcelona case shows that involving everyone and working together with 

both public and private sectors can balance economic growth with what the community needs, which improves 

trust in governance.[[50]]  More proof supports this view; when local residents take part in managing their 

area, it effectively links making policies with promoting the market, highlighting how important community 

involvement is for sustainable economic development.[[51]] The institutional aspects of Indonesia's economic 

zone are underpinned by a theoretical framework that necessitates a balanced regulatory regime. Balancing 

business autonomy with judicial oversight is essential for fostering investor confidence and equitable 

allocation of local benefits. Normative legal studies show that this system improves the safety of investments 

and the effectiveness of legal rules in the Free Trade Area by combining judicial oversight with market forces. 

Research on local governance indicates that a robust institutional framework ensures clarity and consistency 

in policy implementation, which in turn enhances legal protection and economic participation at the regional 

level. These findings highlight the necessity of aligning legal regulations with investment rights to foster 

justice and sustainability in Indonesia's economic zones. 

Evaluation of the legal frameworks governing the development of Free Trade Zones in various countries 

This research aims to assess the implementation of governance within the Batam free trade zone. The 

evaluation of legal governance in the Batam Free Trade Zone (KBE) necessitates a thorough analysis of the 

regulatory, institutional, and operational dimensions that underpin the entire free trade zone (KBE). The legal 

governance within that economic zone influences both the formulation and implementation of regulations, as 

well as its competitiveness and socio-economic results. The Batam Free Trade Zone encompasses the interplay 

of regulatory frameworks, institutional arrangements, and enforcement mechanisms that promote 

transparency, legal stability, and adaptability. The regulatory framework is a crucial element underpinning 

legal governance. Research on free trade and economic zones emphasizes the necessity of a well-organized 

legal framework to enhance competitiveness and draw foreign investment.[[52]] Garcia assert that KBE serves 

as a crucial development factor by improving competitive advantage, especially via specific tax incentives and 

exemption policies.[[53]] Gutierrez and Salazar; (2021) emphasize the necessity of clear and supportive legal 

regulations to enhance efficient business operations and promote economic development in free trade 

areas.[[54]] This viewpoint is pertinent to the Batam Free Trade Zone, where the development of the legal 

framework has significantly influenced corporate structures and market dynamics in the area. The institutional 

framework plays a crucial role in assessing legal governance. Hornok and Raeskyesa; present evidence from 

Indonesia indicating that the legal and institutional framework within the economic zone is directly associated 

with local income inequality and overall economic growth.[[55]] The findings indicate that having clear and 

consistent laws can help reduce income gaps by making sure that the benefits from free trade policies are 

shared fairly, which is crucial for the Batam Free Trade Zone, where the main goal is to achieve balanced 

economic growth. Jiang and Zhang, investigated the assessment of judicial fairness in companies within free 

trade zones, highlighting the necessity for legal institutions to maintain justice while addressing the 

requirements of international trade competition.[[56]] The emphasis on both efficiency and justice is crucial 

in Batam, where the government must reconcile robust economic performance with compliance with the rule 

of law. An additional significant factor is the transition of legal governance from reactive regulation to 

proactive regulation. He & et al., studied this change in smart cities, highlighting the importance of taking 

steps to prevent problems before they happen instead of dealing with them after they occur. [[57]]  The 

proactive legal governance model can be adjusted for the Batam FTZ by using digital governance tools and 

advanced monitoring systems, which enhance regulatory oversight and help predict possible legal issues. 

Theoneste, contextualizes the historical legacy and transformation of special economic zones, emphasizing 

the evolution of legal structures and mercantilist policies over time.[[58]] This observation is significant in the 
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context of the necessary reforms in Batam's legal governance to achieve an optimal balance between liberal 

economic policies and regulatory oversight. The evaluation of legal governance in the Batam Industrial Area 

involves looking at a well-organized system that includes creating strong rules, improving institutions, and 

using active governance methods. The aforementioned factors collectively influence and determine the 

effectiveness of legal governance in stimulating competitiveness while ensuring legal certainty and equality.  

Evaluation of the legal frameworks governing the development of Free Trade Zones in various 

countries. 

China-Free Trade Zone 

The establishment of the Shenzhen Special Economic Zone (SEZ) represented a significant effort to leverage 

geographic advantages and implement government-directed strategies for the purpose of enhancing economic 

growth. The main objective is to create a zone characterized by conditions that diverge from the national 

framework, specifically through advantageous tax policies, relaxed labor regulations, tariff reductions, and 

improved access to foreign capital. 

The Chinese government developed the Special Economic Zone (SEZ) in Shenzhen to capitalize on cross-

border benefits for economic development,[[59]] owing to its strategic closeness to Hong Kong and direct 

integration with the global market.[[60]] The investment policy of the Chinese government significantly 

impacts the development of the Shenzhen Special Economic Zone (SEZ) by emphasizing high-quality 

infrastructure, including transportation and communication networks, as well as advanced industrial zones and 

logistics centers. This approach aims to generate spill over effects, enhancing overall regional economic 

performance by encouraging further investment in adjacent areas and facilitating improvements in industrial 

clustering.[[61]] 

The Special Economic Zone (SEZ) framework has effectively adopted the Shanghai model of economic 

liberalization. Policy initiatives, including the liberalization of labor regulations, improve labor market 

flexibility, while fiscal incentives, such as tax reductions and reduced tariffs, are crucial for increasing foreign 

direct investment (FDI). This policy model illustrates that focused regional strategies can effectively promote 

industrialization and urban development by creating centers of economic activity and localized competitive 

strengths.[[62]] The unique features of China's special economic zones, like the Shenzhen model, include 

carefully selected locations, large areas, and strong government support, which includes good infrastructure, 

programs to help workers, and tax benefits. 

India-Free Trade Zone 

The Indian government has decided to convert Export Processing Zones (EPZ) into Special Economic Zones 

(SEZ) by allowing the creation of SEZs.  This initiative forms part of a comprehensive strategy designed to 

promote regional growth and attract investment, similar to the methods employed by other countries where 

Special Economic Zones facilitate economic advancement.[[63]]  Special Economic Zones (SEZs) operate 

under various governance structures, including government oversight, public-private partnerships, or sole 

management by private entities.  The choice of governance structures significantly influences operational 

outcomes.  Studies show that privately managed zones often face development issues due to funding 

limitations and reduced institutional backing.[[64]]  The conversion of productive agricultural land into 

industrial or economic zones raises considerable concerns, leading to numerous local political 

protests.  Studies show that converting highly productive agricultural land into Special Economic Zones 

(SEZs) can jeopardize local food security, alter socio-economic conditions, and result in environmental 

degradation.[[65]].  The relocation of fertile lands reduces the overall availability of productive agricultural 

areas and increases tensions among local communities dependent on this land for their livelihoods.[[66]] 

Controversial land acquisition practices have prompted widespread protests, highlighting the complex 

relationship between developmental needs and agricultural preservation.[[67]] Researchers argue that these 

challenges encompass not only direct economic issues but also broader environmental concerns, including 
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changes in local hydrological processes and biodiversity loss resulting from land-use alterations.[[68]]  Policy 

interventions, including stricter land use regulations, are proposed as critical measures to prevent the excessive 

and uncontrolled conversion of agricultural land, thus ensuring that economic development does not 

undermine long-term food security and ecological stability.[[69]] The establishment of KEK functions as a 

strategic initiative aimed at stimulating economic growth, while this balanced policy approach endeavors to 

mitigate the negative externalities associated with such conversions. 

Malaysia-Free Trade Zone 

Malaysian free trade zones include central government decisions, provincial control, and private sector 

planning, monitoring, facilitation, and networking. This governance system entails the central government 

appointing key officials , guiding state policies to local actors, ensuring local governments and businesses 

follow a centrally sanctioned plan. Federal principles that emphasize centralized administrative appointments 

and governance must guide local policy submissions, but citations are required. During free trade zone 

planning and operation, public and commercial partners collaborate to improve the centralized appointment 

process. The private sector's strategic engagement with government entities is essential for infrastructure 

management, regulatory investment facilitation, and trade optimization, while government support is vital for 

attracting foreign direct investment (FDI) and coordinating multi-stakeholder partnerships.[[70]] The Bayan 

Lepas Free Trade Zone in Penang shows how government designation and facilitation, private sector 

investment, and operational excellence create a strong electronics supply chain network and competitive 

market position.[[71]] A comprehensive management governance architecture supports Malaysia's free trade 

zones, including Butterworth (Penang), North, West, and South Ports (Klang), Bayan Lepas (Penang), Stulang 

Laut (Johor), and Sungai Way (Kuala Lumpur). This concept requires significant agency-private sector 

collaboration. Government agencies plan and oversee, while private sector partners improve operational 

efficiency and networking, keeping the zone competitive and adaptable to global market trends. The 

regulations control free trade zone decision-making, formation, and development. Malaysia combines central 

government appointments and high-level policy supervision with private sector-led operational management. 

This arrangement improves trade efficiency, infrastructure development, and local economic growth through 

strategic planning and collaboration. 

Philippine-Free Trade Zone 

The Philippine free trade zone system, encompassing privately operated Special Economic Zones (SEZs), 

demonstrates a distinct correlation between management practices and the effectiveness of these zones in 

fostering export-oriented industries, responding to market dynamics, and drawing foreign direct investment 

(FDI).[[72]]  The operation of export-focused Special Economic Zones (SEZs) in the Philippines illustrates 

that privately managed zones typically prioritize strategies that advantage investors, which are crucial for 

adapting to rapid technological advancements and complying with global trade regulations, especially within 

the electronic export sector.  These solutions are essential for firms to swiftly implement advanced production 

processes while remaining competitive in export markets characterized by strict quality and efficiency 

standards.  The liberal economy's impact on the regulatory framework in the Philippines, particularly through 

privatization and deregulation, is believed to enhance the operational efficiency of privately managed special 

economic zones.[[73]]  This policy aims to enhance the environment for foreign investment and knowledge 

transfer by reducing bureaucratic barriers and promoting export growth, especially in the technology-intensive 

sector.  Some studies suggest that while investor-focused approaches can enhance outcomes, the effectiveness 

of Special Economic Zones (SEZs) is contingent upon a supportive institutional framework and 

comprehensive regulatory reforms.[[74]]  A comparative analysis of the management of Philippine Special 

Economic Zones indicates that the anticipated outcomes are contingent upon local government practices and 

the effectiveness of regulations in promoting innovation and diverse exports.  The Philippine experience 

provides insights into balancing the dynamism of the private sector with the need for cohesive state assistance, 

which is crucial for enhancing long-term export success in sectors vulnerable to regulatory and technological 

changes. 
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Vietnam-Free Trade Zone 

The economic reforms initiated in Vietnam in 1986 through the Doi Moi policy, which sought to create a 

"socialist-oriented market economy," marked a significant transformation in the country's developmental 

strategy.  The establishment of Special Economic Zones (SEZs) was a significant outcome of the state's shift 

from a centrally planned economy to a socialist-oriented market economy.  In the early stages of this reform 

process, the Vietnamese government focused on strategies to attract Foreign Direct Investment (FDI), thereby 

creating a favorable environment for private enterprises and promoting economic liberalization. In the early 

stages after Doi Moi, the government's focus on foreign direct investment (FDI) played a crucial role in 

injecting capital and technology into key industries, reforming state-owned enterprises, and promoting foreign-

invested companies.[[75]] This strategic emphasis enabled a series of economic and social 

advancements.  Foreign Direct Investment (FDI) facilitates the establishment of Special Economic Zones 

(SEZs), which serve as hubs for innovative technology and management practices, as well as experimental 

sites for economic policies that may be implemented nationwide.[[76]] This procedure aids the government in 

adjusting the regulatory framework and ensuring that infrastructure development is consistent with existing 

investments.[[77]] The development of these zones exemplifies the adaptive features of Vietnam's 

comprehensive economic reforms.  The following stages in the development of the SEZ involve the 

enhancement of policies to meet changing domestic needs and international market conditions.  The repetitive 

nature of these reforms parallels larger reforms in other developing countries, highlighting common challenges 

and strategies in the shift from a planned economy to a market-oriented system.[[78]] 

Opportunities for Legal Regime Improvement in Batam 

The current legal regime in Batam is characterized by a series of diverse laws aimed at regulating economic 

activities, property rights, labor practices, and environmental standards within the Free Trade Zone. Experts 

have noted that although these laws are designed to enhance transparency and efficiency, their practical 

implementation is sometimes hindered by convoluted bureaucracy and procedural delays. Although the 

challenges faced by legal governance in the Batam Free Trade Zone are quite significant, targeted reforms 

have enormous potential for improvement. The development trajectory and stakeholder insights provide 

confidence in the potential of a regulatory reform agenda aimed at improving governance structures. 

Improvements can be centered on three main pillars: regulatory harmonization, enhanced stakeholder 

engagement, and capacity building within government institutions. 

First, regulatory harmonization presents opportunities for legal reform to align various regulations with 

comprehensive economic goals. Such goals can be achieved through a comprehensive review of existing laws 

and policies, followed by initiatives to establish common standards across institutions, as demonstrated by the 

Hainan Free Trade Port, where policy reforms, including revising administrative regulations and integrating 

various legal instruments,[[79]]  play a crucial role in fostering investor confidence in the free trade area.[[80]] 

Second, increasing stakeholder engagement is crucial for building a more participatory governance 

framework. Involving various stakeholders, including business associations, civil society organizations, and 

local communities, can help identify tailored solutions that reflect the diverse interests and needs of those 

affected by governance policies. Such engagement fosters trust and accountability, which are integral parts of 

any governance structure. Public consultations, advisory committees, and collaborative platforms can be used 

as mechanisms through which stakeholders can contribute to the governance reform process and meet the 

needs of all parties.[[81]] 

Finally, capacity building is crucial to equip government institutions with the skills and resources necessary 

to implement reforms effectively. The process includes not only training officials on new regulations but also 

fostering a culture of collaboration among various agencies. By strengthening the capacity of institutional 

frameworks, it can have a transformative effect on organizational performance and governance effectiveness, 

[[82]] because well-educated and well-trained personnel are more prepared to deliver more efficient public 

services and better policy implementation.[[83]] 
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CONCLUSION 

The legal system in the Batam Free Trade Zone shows both big problems and chances to make rules clearer, 

improve responsibility, and support steady economic growth. The condition of legal governance in the Batam 

Free Trade Zone reflects a historical evolution that has resulted in inconsistent regulations and fragmented 

administrative practices that hinder effective governance. However, it is clear that there is a path for improving 

reforms—facing existing challenges and maximizing available potential— through strengthening regulations, 

optimizing existing infrastructure, and involving stakeholders. The latest amendment established by 

Government Regulation No. 4 of 2025 marks a significant step toward enhancing the effectiveness of policies 

governing the Free Trade Area. For Indonesian policymakers and stakeholders in the Batam Free Trade Zone, 

the necessity to address governance issues is not only important for enhancing the economic viability of the 

FTZ-Batam but also for positioning Indonesia as a competitive player in the global trade landscape. Thus, the 

newly signed amendment to the PP is a strategic step to maximize the potential of the Batam area as a free 

trade center in Indonesia. 
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